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Ernst  &  Ernst 

1800  One  Washington  Plaza  •  Tacoma.  Washington  98402  •  Phone  206/597-7500 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  Office  of  the  State 
Auditor,  State  of  Montana,  for  the  year  ended  June  30,  1978,  and  have 
issued  our  report  thereon  dated  October  12,  1978.   As  part  of  our 
examination,  we  made  a  study  and  evaluation  of  the  Agency's  system  of 
internal  accounting  control  to  establish  a  basis  for  reliance  thereon 
in  determining  the  nature,  timing,  and  extent  of  other  auditing  procedures 
necessary  for  expressing  an  opinion  on  the  financial  statements  and  to 
assist  in  planning  and  performing  our  examination  of  the  financial  state- 
ments. 

Our  examination  would  not  necessarily  disclose  all  weaknesses  in  the 
system  of  internal  accounting  control  because  it  was  based  upon  selective 
tests  of  accounting  records  and  related  data.   Although  the  study  and 
evaluation  described  above  did  not  disclose  conditions  which  we  consider 
to  be  material  weaknesses  as  that  term  is  defined  in  Statement  on  Auditing 
Standards  No.  20,  we  believe  the  following  suggestions  for  improvements 
in  procedures  and  controls  warrant  your  attention. 

We  appreciate  the  opportunity  to  present  these  comments  and  recommendations 
for  your  consideration.   We  would  like  to  take  this  opportunity  to  thank 
you  for  the  cooperation  we  received  from  you  and  your  employees  throughout 
the  examination. 


^^•^x^yy^aX:    ^  jQr^.n^^^^X: 


Tacoma,  Washington 
October  12,  1978 
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WARRANT  PROCESSING  AND  WRITING  PROCEDURES 

Physical  Controls  Over  Warrants 

The  State  Auditor's  Office  uses  registers  to  maintain  numerical  control 
over  unused  blank  stock  warrants.   We  noted  certain  instances  in  which 
amounts  recorded  did  not  agree  with  our  physical  counts.   Three  of  the 
discrepancies  were  apparently  due  to  the  fact  that  there  is  no  account- 
ability for  unnumbered  replacement  all-purpose  warrants  until  the  cartons 
are  opened  and  blank  stock  numbers  are  assigned  to  the  warrants.   It 
appears  as  if  the  last  time  that  numbers  were  assigned,  the  register  was 
not  updated. 

We  observed  written  warrants  to  be  under  somewhat  weak  control  while 
awaiting  stuffing  and  distribution.   Warrants  written  were  left  unattended 
during  lunch  hour — negotiable  instruments  should  never  be  left  unattended. 

During  our  examination  of  physical  controls  over  unused  warrants,  we  noted 
that  several  supervisory  personnel  in  the  Agency  have  access  to  a  key  locker 
which  contains  both  keys  needed  to  open  the  vault.   The  key  locker  also 
contains  keys  to  the  storage  cabinet  containing  the  signature  plates  for 
the  check  signing  machine.   In  order  for  "dual  control"  to  be  truly 
effective,  access  to  this  locker  should  be  more  restricted. 

Recommendations 

1.   We  recommend  that  the  State  Auditor  initiate  a  policy  to  require 

periodic  physical  counts  of  all  types  of  blank  stock  warrants.   The 
count  should  be  performed  by  supervisory  personnel  and  should  be 
reconciled  to  the  amounts  recorded  on  the  register. 
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2.  We  recommend  that  the  State  Auditor  establish  a  register  to  maintain 
accountability  for  all  unnumbered  replacement  warrants  from  the  time 
they  are  received  until  blank  stock  numbers  are  assigned. 

3.  We  recommend  that  the  State  Auditor  restrict  access  to  the  key  locker 
which  contains  both  keys  needed  to  open  the  vault  containing  unused 
warrants  and  keys  to  the  storage  cabinet  for  the  check  signing 
machine. 

4.  We  recommend  that  undistributed  printed  warrants  be  moved  to  a  secure 
area  if  an  employee  does  not  have  them  under  his  control. 

Warrant  Distribution  Procedures 

Our  review  of  the  log  used  to  record  the  warrants  picked  up  by  persons 
from  various  state  agencies  and  the  related  signature  file  containing  the 
names  of  persons  authorized  to  pick  up  the  warrants  revealed  the  following: 

1.  The  signature  file  for  several  agencies  consists  only  of  a  list  of 
authorized  persons  without  their  signatures. 

2.  Several  times  the  person  signing  for  the  warrants  was  not  authorized 
to  do  so. 

3.  Many  times  the  "signature"  consisted  only  of  initials  or  a  printed  name, 

4.  Once  there  was  no  signature  on  the  log  nor  was  there  an  indication 
that  those  warrants  had  been  mailed. 

Recommendations 

To  improve  control  over  the  distribution  of  warrants  written  and  to  reduce 

the  possibility  of  unauthorized  persons  handling  them,  we  recommend 

the  following: 
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1.  Each  agency's  signature  file  should  contain  a  current  list  of 
authorized  persons  and  their  signatures. 

2.  All  warrants  listed  in  the  log  should  be  accounted  for — either  mailed 
or  signed  for. 

3.  Only  persons  authorized  to  do  so  should  be  allowed  to  sign  for 
warrants,  and  they  should  sign  their  name,  not  print  it  or  use 
initials. 

Check  Signing  Machine  and  Blank  Warrants 

The  check  signing  machine  used  for  warrants  has  a  counter  which  is  used 
as  a  batch  control.   The  counter  currently  produces  "overcounts"  which 
effectively  eliminates  the  counter  as  a  control  device. 

An  individual  fiscal  management  employee  has  control  over  both  unused 
blank  warrants  and  the  check  signing  machine.   Internal  control  would  be 
improved  if  the  same  employee  did  not  have  access  to  both. 

Recommendations 

1.  We  recommend  that  the  counter  be  kept  functional  so  as  to  produce 
accurate  and  reliable  control  totals  for  warrants  signed.   We  also 
recommend  that  these  control  totals  be  periodically  checked  against 
warrant  register  runs  for  validity  by  supervisory  personnel. 

2.  We  recommend  that  individual  job  descriptions  be  realligned  to 
segregate  access  to  blank  warrants  and  the  check  signing  machine. 

Replacement  Warrants  and  Emergency  Warrants 

During  our  review  of  the  replacement  warrant  register,  we  noted  that  the 

register  does  not  contain  the  warrant  number  of  the  original  warrant. 
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We  also  noticed  that,  from  the  beginning  of  the  period  through  February  1978, 
the  all-purpose  section  of  the  register  did  not  include  the  date  the 
replacement  was  issued  or  the  payee.   After  February,  this  information 
was  recorded.   However,  the  welfare  warrant  section  of  the  register  did 
not  include  this  information  for  the  entire  period  under  review.   We 
extended  our  review  of  the  replacement  register  into  the  current  period, 
noting  that  the  replacement  date  and  payee  were  being  recorded  for  both 
welfare  and  all-purpose  warrants. 

The  replacement  warrant  register  should  include  all  pertinent  information 
relating  to  replacement  warrants. 

During  our  examination  of  the  emergency  warrant  register,  we  noted  one 
instance  in  which  an  incorrect  issuing  agency  was  listed  in  the  register. 

Recommendations 

We  recommend  that  the  Auditor's  Office: 

1.  Continue  to  record  the  replacement  date  and  payee  for  all  kinds  of 
warrants. 

2.  Record  the  warrant  number  of  the  original  warrant. 

3.  Carefully  record  the  information  listed  on  emergency  warrants  in  the 
emergency  warrant  register. 

Cashed  Warrants 

Cashed  warrants  (warrants  that  have  been  paid  by  State  Treasurer)  are 
presently  not  reviewed  on  a  test  basis  for  propriety  of  endorsement  or 
compared  to  the  warrant  register  on  an  individual  basis.   The  fiscal  manage- 
ment department  head  concurs  with  us  in  recommending  that  such  procedures 
be  implemented  on  a  test  basis  in  order  to  improve  controls  over  "cashed" 
warrants. 
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We  also  noted  that  a  fiscal  management  employee  signs  journal  vouchers 

for  "cashed"  warrants  received  from  the  State  Treasurer,  which  is  the 

basis  for  entry  into  the  SBAS  Treasurer's  Cash  Accountability.   The  document 

had  been  prepared  by  another  employee  and  the  one  who  signed  it  stated 

she  did  not  know  what  the  document  represented. 

Recommendations 

1.  We  recommend  that  "cashed"  warrants  be  examined  for  endorsement  and 
compared  to  the  warrant  register  on  a  periodic  test  basis.   Initiation 
of  such  procedures  would  improve  internal  controls  over  cash  warrants. 

2.  We  recommend  that  accounting  source  documents  be  approved  by  employees 
who  are  properly  instructed  in  their  function.   Furthermore,  these 
should  be  reviewed  and  approved  by  department  supervisors. 

Warrant  Cancellation  Notices 

Warrant  cancellation  notices  were  not  filed  in  an  orderly  manner.   These 
documents  represent  the  source  documentation  for  warrant  cancellations  and 
should  be  filed  in  an  orderly  manner. 

Recommendations 

We  recommend  that  warrant  cancellations  and  other  source  documentation  be 

maintained  in  an  orderly  manner. 

Held  Warrants 

We  noted  that  two  warrants  payable  to  the  U.  S.  Postmaster,  dated  June  27, 
1978  and  June  30,  1978,  respectively,  were  uncashed  and  being  held  by  the 
Auditor's  Office  as  of  August  10,  1978. 
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Recommendation 

The  Auditor's  Office  should  not  obtain  warrants  to  purchase  postage  so 

far  in  advance  if  such  amounts  are  not  to  be  expended  until  a  later  date. 

CASH  DISBURSEMENTS  -  STATE  AUDITOR'S  OFFICE 

Authorized  Signatures 

Central  Payroll  maintains  a  list  of  individuals  for  each  agency  who  are 
authorized  to  approve  payroll  for  that  particular  agency.   We  noted  13 
approved  signatures  for  the  State  Auditor's  Office  in  the  "authorized 
signature  notebook"  in  Central  Payroll.   There  does  not  appear  to  be  a 
need  for  so  many  individuals  to  have  the  authority  to  approve  payroll. 

The  State  Auditor  also  has  an  excessive  number  of  persons  (eight) 
authorized  to  approve  all  agency  expenditures. 

Recommendation 

We  recommend  that  individuals  authorized  to  approve  payroll  and/or  agency 
expenditures  be  reviewed  and  the  number  of  authorized  signers  reduced. 
Authorized  signers  should  be  limited  to  supervisory  personnel. 

Receipt  of  Merchandise  and  Approval  of  Contracted  Services 

The  State  Auditor's  Office  has  not  established  a  formal  policy  to  record 

the  receipt  of  goods  that  have  been  ordered.   At  various  times  invoices 

are  marked  "RECEIVED"  and  packing  slips  are  retained,  but  in  other  instances 

there  is  no  record  made  to  indicate  that  merchandise  has  been  received. 

There  was  no  approving  signature  from  a  person  in  the  State  Auditor's  Office 
for  invoices  received  for  services  performed. 


-7- 


Recommendations 

1.  We  recommend  that  the  State  Auditor's  Office  establish  a  formal 
policy  to  record  the  receipt  of  merchandise.   Such  a  policy  could  con- 
sist of  either  preparing  a  regular  receiving  report  form  or  ensuring 
that  each  copy  of  invoices  and  packing  slips  are  marked  "RECEIVED", 
initialled,  and  dated. 

2.  We  recommend  that  invoices  for  services  performed  be  initialled  by 
a  person  from  the  Auditor's  Office.   This  person  should  be  familiar 
with  the  service  rendered,  as  the  initials  will  indicate  that  the 
service  was  performed  satisfactorily. 

File  Copies  of  Disbursement — Related  Forms 

File  copies  of  interagency  invoices,  collection  reports,  requisitions, 
transfer  warrant  claims,  and  no  warrant  transfers  do  not  have  authorized 
signatures.   This  is  caused  by  separating  file  copies  from  the  originals 
before  obtaining  the  authorizing  signature. 

Recommendation 

We  recommend  that  file  copies  of  the  documents  listed  above  not  be  separated 

from  the  originals  until  after  the  authorized  signature  is  obtained. 

POLICE  &  FIREMEN'S  PENSION  FUNDS 

Contributions  to  the  police  and  firemen' s  pension  funds  are  based  on  per- 
centages of  total  annual  policemen' s  and  firemen' s  wages  or  a  percentage 
of  taxable  valuation.   These  figures  are  obtained  from  certified  statements 
from  city  treasurers.   We  noted  that  such  figures  are  not  periodically 
audited.   We  also  noted  such  information  and  date  from  municipalities 
concerning  the  pension  funds  for  the  June  30,  1978,  fiscal  year  was  not 
maintained  in  an  orderly  manner. 

-8- 


There  appears  to  be  confusion  between  PERS  and  the  State  Auditor's  Office 
as  to  responsibility  for  the  collection  of  municipal  financial  data 
relating  to  pension  distributions.   PERS  is  the  pension  fund  administrator 
for  1st  and  2nd  class  municipalities,  but  the  State  Auditor  has  responsibility 
for  making  the  computation  of  the  distribution.   Such  data  should  be 
collected  by  the  State  Auditor  if  the  computation  is  to  be  made  by  that 
agency.   PERS'  responsibility  rests  in  administering  contributions  computed 
by  the  State  Auditor. 

In  our  review  of  the  police  and  firemen's  pension  fund,  we  noted  that 
transfers  from  the  general  fund  to  the  pension  funds  in  excess  of  dis- 
tributions had  not  reverted  to  the  general  fund  in  accordance  with  RCM, 
Section  11-1920. 

Reconmendations 

We  recommend  the  following  regarding  police  and  firemen's  pension  funds: 

1.  The  State  Auditor's  Office  should  recommend  to  the  Legislature 
that  financial  data  received  from  city  treasurers  be  periodically 
audited  in  order  to  insure  its  propriety. 

2.  Pension  fund  information  relating  to  local  distributions  be  maintained 
in  a  systematic  and  orderly  manner  at  all  times. 

3.  The  State  Auditor's  Office  should  maintain  responsibility  for  gathering 
financial  data  from  municipalities  for  the  purpose  of  making  local 
pension  distributions. 

4.  All  amounts  in  the  police  and  firemen's  pension  funds  not  transferred 
to  local  municipal  pension  fund  revert  to  the  general  fund  at  fiscal 
year  end  in  accordance  with  RCM,  Section  11-1920. 
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FIXED  ASSETS 

In  our  review  of  fixed  assets  we  noted  fixed  asset  inventory  cards  on 
which  the  physical  inventory  date  had  not  been  indicated  ^  a  physical 
inventory  of  the  item  had  not  been  taken. 

Recommendations 

1.  We  recommend  that  the  Agency  take  an  annual  physical  inventory  in 
compliance  with  Management  Memo  70-17,  and  date  and  initial  the 
inventory  on  the  individual  fixed  asset  inventory  cards. 

2.  We  recommend  that  any  "loans"  of  fixed  asset  items  be  properly 
authorized,  and,  if  in  essence  they  constitute  transfers,  that  the 
appropriate  procedures  be  taken  to  transfer  the  fixed  asset  to  the 
Agency. 

AGENCY  ORGANIZATION 

We  noted  that  the  Agency's  organization  chart  is  not  detailed  as  to 
specific  individual  duties,  rather  only  by  department  objectives.   The 
lines  of  authority  in  the  fiscal  management  and  administrative  support 
department  appear  to  be  weakly  defined. 

We  believe  that  the  Agency  should  review  its  organizational  structure  in 
the  area  of  fiscal  management  and  administrative  support  to  determine  if 
more  effective  and  meaningful  lines  of  authority  could  be  established. 

Based  on  this  review,  a  more  detailed  organization  chart  outlining  more 
specific  duties,  responsibilities,  and  lines  of  authority  should  be  prepared. 
We  believe  that  this  will  consolidate  authority  in  more  appropriate  positions 
and  will  improve  efficiency  within  the  office. 
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Recommendation 

We  recommend  that  the  State  Auditor  review  its  organization  structure 
for  fiscal  management  and  administrative  support  and  revise  its  organ- 
izational chart  and  duties  as  necessary. 

CENTRAL  PAYROLL  REVOLVING  ACCOUNT 

Central  Payroll  does  not  reconcile  total  no  warrant  transfers  made  each 
month  to  the  Central  Payroll  Revolving  Account  to  the  payrolls  paid  in 
the  same  period.   The  Accounting  Department  in  the  Department  of 
Administration  performs  a  reconciliation;  however,  the  reconciliation 
does  not  have  sufficient  detail  (only  document  numbers  of  no  warrant 
transfers)  to  reconcile  the  amounts. 

Central  Payroll  has  responsibility  for  funds  transferred  to  the  Central 
Payroll  Revolving  Account.   As  such,  we  believe  that  Central  Payroll 
should  assume  responsibility  for  reconciling  these  amounts. 

Recommendation 

We  recommend  that  Central  Payroll  assume  responsibility  for  monthly 
reconciliations  of  transfers  to  the  Central  Payroll  Revolving  Account  to 
payrolls  paid  in  the  same  periods. 

STATE  AUDITOR  UNCLEARED  COLLECTIONS  ACCOUNT 

SBAS  procedures  call  for  monthly  transfers  of  the  balance  in  Accounting 
Entity  05226,  Uncleared  Collections  Federal  and  Private  Grant  Clearance 
Account,  to  the  General  Fund.   There  were  several  months  in  which  such 
transfers  were  not  made. 


-11- 


Management  Memo  2-78-4  states  that  cash  received  before  June  30,  1978, 
and  recorded  as  Uncleared  Collections  must  be  distributed  to  Revenue  or 
Income  Control  Accounts  prior  to  the  noon,  July  17,  1978,  fiscal  year 
cutoff.   The  Uncleared  Collections  Account  must  have  a  zero  balance  on 
the  Post-Closing  Financial  Report.   The  Uncleared  Collections  Account 
had  a  balance  of  $109,000  on  the  Post-Closing  Financial  Report.   The 
balance  in  the  Uncleared  Collections  Account  is  not  reconciled  to  unreceipted 
collections  at  month  end. 

Recommendations 

1.  We  recommend  that  the  State  Auditor's  Office  follow  the  SBAS  guide- 
lines by  making  monthly  transfers  between  the  Uncleared  Collections 
Accounting  Entity  to  the  General  Fund.   The  balance  in  the  account  at 
year  end  should  be  transferred  to  revenue  control  accounts  on  the  Post- 
Closing  Financial  Reports  in  accordance  with  Management  Memo  2-78-4. 

2.  The  balance  in  the  Uncleared  Collections  Account  at  month  end  should 
be  reconciled  to  the  total  unreceipted  collections  at  month  end  in 
order  to  improve  internal  control  over  unreceipted  collections. 

STALE- DATED  WARRANT  ACCOUNT 

Currently  no  month-end  listing  of  total  outstanding  stale-dated  warrants 
is  being  developed.   Warrants  are  accounted  for  by  adding  stale  dated 
listings  received  from  EDP  and  deducting  stale-dated  warrants  reissued  and 
cashed  by  Transfer  Warrant  Claim.   Control  over  stale-dated  warrants  would 
be  improved  if  a  listing  of  stale-dated  warrants,  by  warrant  number,  date 
written,  and  amount  were  developed. 
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Recommendation 

The  State  Auditor's  Office  request  the  Department  of  Administration  to 

develop  a  month-end  listing  of  stale-dated  warrants  outstanding. 

INSURANCE  DEPARTMENT 

Documentation 

Insurance  agent  examination  answer  sheets  are  destroyed  immediately 
after  grading.   Such  procedure  prevents  review  of  grading  procedures  in 
an  area  where  serious  internal  control  problems  existed  at  one  time  and 
could  possibly  recur  if  no  periodic  review  takes  place. 

Important  insurance  agent  files  are  not  secured  at  night  because  of  an 
incomplete  remodeling  job  that  has  left  the  room  without  a  door. 

During  our  review  of  the  policy  forms  and  amendments  of  the  Insurance 
Department,  we  found  a  receipt  for  which  the  corresponding  policy  amendment 
could  not  be  located. 

When  the  Insurance  Division  receives  a  payment  for  an  agent  licensing  fee 
from  a  large  insurance  company  with  several  subsidiary  companies  (e.g. 
Safeco,  INA,  CNA) ,  no  notation  is  put  on  the  receipt  notice  to  indicate 
which  subsidiary's  company's  agent  fees  were  paid. 

Recommendations 

1.   We  recommend  that  the  Insurance  Division  retain  insurance  agent 

examination  answer  sheets  for  a  specified  period  of  time  for  possible 
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2.  We  recommend  that  the  Auditor's  Office  request  the  additional 

funds  necessary  to  complete  the  remodeling  to  secure  insurance  agent 
files. 

3.  We  recommend  that  the  Insurance  Division  personnel  who  handle  policy 
forms  and  amendments  file  policy  amendments  in  such  a  manner  that 
they  can  be  located. 

4.  To  improve  cross  referencing,  we  recommend  that  when  an  agent  renewal 
payment  is  received  from  a  large  company  for  one  of  its  subsidiaries, 
the  name  of  the  subsidiary  company  should  be  written  on  the  receipt 
notice . 

Insurance  Agent  Licensing  Procedures 

In  our  review  of  insurance  agent  licensing  procedures,  we  noted  that  the 
Agency  uses  different  licensing  methods  for  casualty  agents  and  life 
insurance  agents.   Casualty  agents  obtain  an  original  license  ($25  fee) 
through  the  sponsorship  of  the  original  company  represented.   Then  when 
the  agent  represents  additional  companies  ($5  fee  per  company),  he  is 
simply  appointed  as  their  agent. 

Life  insurance  agents  are  not  only  licensed  for  the  original  sponsoring 
company  but  are  also  licensed  for  each  additional  company  they  represent 
($5  per  license). 

We  believe  that  the  "Appointment  of  Agent"  form  used  to  authorize  a 
licensed  agent  to  represent  additional  companies  is  more  efficient  than 
issuing  an  entirely  new  license  each  time  an  insurance  agent  represents 
a  new  company.   If  the  appointment  of  agent  system  were  adopted  for  life 
insurance  agents,  the  fee  structure  should  be  changed  to  more  closely 
approximate  processing  costs:   the  $25  original  fee  and  the  $5  additional 
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appointment  fee  charged  casualty  agents  could  serve  as  an  example. 

The  appointment  of  agent  process  used  for  casualty  companies  is  more 
cumbersome  than  necessary.   Currently  the  sponsoring  company  must  complete 
two  virtually  identical  forms — an  "Appointment  of  Agent"  form  and  an 
"Appointment  and/or  Continuation  of  Appointment"  form.   One  of  these 
forms  could  be  eliminated  with  no  loss  of  information.   To  fulfill  various 
filing  requirements,  it  may  be  necessary  to  make  additional  copies  of 
the  single  form. 

Currently  the  individual  agent's  file  maintained  by  the  Insurance  Division 
for  each  agent  does  not  contain  a  copy  of  the  agent's  original  license. 
We  believe  that  the  agent's  file  should  be  complete. 

Re commendations 

We  recommend  that  the  Insurance  Division: 

1.  Implement  for  additional  life  insurance  agent  licenses  the 
appointment  of  agent  process  used  for  casualty  agents. 

2.  Institute  a  fee  schedule  for  life  insurance  agent  licensing  that 
approximates  the  cost  of  processing  the  application. 

3.  Make  an  additional  copy  of  all  original  licenses  issued  and  file 
that  copy  in  the  agent's  file. 

Criteria  for  Listing  People  in  the  Flag  File 

There  are  no  written  criteria  for  listing  an  agent  in  the  "flag  file"  or 
for  licensing  an  agent  so  designated.   Decisions  to  list  an  agent  in  the 
flag  file  or  to  remove  an  agent's  "flag"  are  based  on  the  decision  of  the 
Chief  Deputy  Insurance  Commissioner. 
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Written  criteria  should  be  established  regarding  the  listing  or 
removal  of  agents  from  the  flag  file  in  order  to  insure  uniformity  of 
treatment  and  protection  of  consumers. 

Recommendation 

We  recommend  that  the  insurance  department  develop  written  criteria  for 

listing  agents  in  the  flag  file,  for  removing  flags,  and  for  relicensing 

agents  listed  in  the  flag  file. 

INVESTMENT  DEPARTMENT 

Security  Salesmen  and  Broker/Dealer  Licensing  Procedures 
The  Investment  Department  currently  does  not  utilize  a  standard  form 
or  worksheet  to  document  the  review  process  for  security  salesman  and 
broker/dealer  licensing  renewals.   Such  a  form  could  be  used  to  provide 
documentation  that  applications  and  renewal  reviews  were  completed  in 
accordance  with  applicable  statutes. 

The  Investment  Department  has  established  the  procedure  of  stamping  security 
issue  applications  with  the  number  of  the  receipt  issued  to  record  payment 
of  the  filing  fee.   We  believe  that  this  procedure  is  well-founded  as 
it  positively  establishes  the  fact  that  payment  was  received.   However, 
we  noted  that  there  were  several  instances  in  which  the  receipt  number 
was  not  stamped  on  the  securities  issue  application. 

Files  maintained  for  each  security  salesman  contain  all  application 
forms  filled  out  to  become  security  salesmen  but  do  not  contain  a  copy 
of  the  original  license. 
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The  department's  copies  of  the  agent's  original  license  are  filed 
together  in  numerical  sequence.   However,  department  personnel  could  not 
locate  file  copies  of  licenses  that  were  Issued  prior  to  1973. 

The  state  requires  that  a  broker/dealer  submit  a  financial  statement 
certified  by  bonafide  executive  official  of  the  applicant,  or  by  an 
independent  certified  public  accountant.   (Form  2010,  Page  1,  Instruction  5) 
We  noted  in  our  review  that  one  broker/dealer  submitted  unaudited 
financial  statements  Issued  by  a  certified  public  accountant.   Unaudited 
statements  are  not  certified.   In  this  Instance  the  requirement  was  not 
satisfied. 

In  our  review  of  broker/dealer  licensing  renewals  we  noted  that  original 
licenses  and  subsequent  renewal  forms  are  maintained  for  four  (4)  years 
and  destroyed. 

Recommendations 

1.  We  recommend  that  the  Investment  Department  develop  standard  forms 
to  document  the  review  process  for  security  salesmen  and  broker/ 
dealers. 

2.  We  recommend  that  the  Investment  Department  follow  its  established 
procedure  and  stamp  security  issues  applications  with  the  receipt  number. 

3.  To  make  each  salesman's  file  complete,  the  department  should  issue 
the  original  license  in  triplicate  and  file  the  third  copy  in  the 
salesman' s  file. 

4.  The  numerically  sequenced  license  files  should  be  filed  in  such  a 
manner  that  older  licenses  can  be  located. 
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5.  We  recommend  that  financial  statements  submitted  for  renewal  of 
broker/dealer  licensing  be  certified  by  an  appropriate  executive 
official  or  by  a  certified  public  accountant. 

6.  We  recommend  that  the  original  license  issued  to  a  broker/dealer  be 
maintained  permanently  on  file  as  documentation  for  the  propriety 
of  license  renewal. 

Securities  Registration 

The  Investment  Department  uses  a  "yellow  sheet"  to  record  information 
relating  to  security  issuers  application  filings.  The  "yellow  sheet" 
is  currently  not  formalized. 

Recommendation 

We  recommend  that  the  "yellow  sheet"  be  formalized  and  preprinte<i  with 

headings  outlining  necessary  information-  for  the  securities  issuer 

applications. 
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REVIEW  OF  CENTRAL  PAYROLL  DATA  PROCESSING 
AND  SELECTED  APPLICATIONS  REPORT 


We  reviewed  corrective  action  taken  on  recommendations  relating  to  Central 
Payroll  in  the  July  1977,  "Department  of  Administration--Report  on  Review 
of  the  Data  Processing  Facility  and  Selected  Applications"  issued  by  the 
Legislative  Auditor. 

The  first  recommendation  as  stated  in  the  report  is  as  follows: 
The  Central  Payroll  Division,  under  the  State  Auditor's  Office,  is 
responsible  for  installing  and  operating  a  uniform  payroll  system  for  state 
government.   The  Division  processes  payroll  information  for  all  state 
agencies,  except  university  units.   The  Division  employs  six  full-time 
employees  and  had  expenditures  during  fiscal  year  1975-76  of  $183,000. 

Changes  to  Master  Files 

The  Central  Payroll  Division  uses  a  "Revise  Program"  to  make  four  types 

of  changes  to  the  payroll  master  files.   These  are: 

1.  Remove  deductions. 

2.  Adjust  earning  amounts  for  individual  employees. 

3.  Change  employee  agency,  location,  or  social  security  number. 

4.  Delete  employees  removed  from  the  master  file. 

The  "Revise  Program"  is  a  very  powerful  program,  since  it  allows  changes 
to  the  master  file  without  first  going  through  the  normal  biweekly 
validate  and  update.   Although  the  Central  Payroll  Division  maintains  an 
audit  trail  using  this  program,  the  nature  of  these  changes  requires  that 
they  receive  the  greatest  visibility.   The  need  for  this  type  of  program  is 
an  indication  of  poor  system  design,  and  its  use  should  be  subject  to  the 
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most  stringent  controls. 

As  discussed  earlier  in  our  report,  control  over  access  to  programs  and 
data  files  in  storage  is  not  adequate. 

1.  Initial  control  could  be  established  by  the  use  of  passwords  to 
access  data  files  and  programs. 

2.  Unauthorized  access  attempts  could  be  reported  to  and  reviewed  by 
the  Central  Payroll  Division. 

3.  The  "Revise  Program"  should  only  be  used  based  upon  a  written  request 
from  the  Central  Payroll  Division.   The  request,  plus  all  source 
documents  and  output  reports,  should  be  retained  by  the  Division. 

4.  Copies  of  output  reports  should  be  given  to  all  agencies  affected 
by  the  changes. 

Recommendation 

We  recommend  that  the  Central  Payroll  Division: 

1.  Place  strict  controls  over  the  use  of  the  "Revise  Program"  and 
payroll  data  files. 

2.  Provide  output  reports  to  all  agencies  affected  by  the  use  of  the 
"Revise  Program". 

Examination  of  Recommendation 

We  discussed  these  recommendations  with  the  Director  of  the  Central  Payroll 

System.   Our  findings  are  summarized  as  follows: 

1.   Place  strict  controls  over  use  of  the  "Revise  Program"  and  payroll 

data  files: 

a.   Passwords  have  not  been  implemented  to  access  data  files  and  pro- 
grams.  The  Director  stated  that  the  proposed  MSA  system  has  a  data 
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base  system  with  security  at  the  data  element  level  whicH  will 
provide  such  control- 

b.  Physical  controls  have  been  improved  over  the  tape  library. 

c.  The  "Revise  Program"  is  only  used  upon  written  request  from 
the  Central  Payroll  Division.   Input  is  physically  controlled 
by  Central  Payroll. 

2.   Provide  output  reports  to  all  agencies  affected  by  the  use  of  the 
"Revise  Program", 
a.   This  recommendation  has  been  implemented  and  output  reports  are 

being  provided  to  all  agencies  affected  by  the  use  of  the 

"Revise  Program". 

The  second  recommendation  as  stated  in  the  report  is  as  follows: 

Compatibility  with  the  Statewide  Budgeting  and  Accounting  System 
The  Central  Payroll  Division  and  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  are  separate  systems  operated  by  different  state  agencies. 
The  State  Auditor  is  responsible  for  the  Central  Payroll  Division.   Payroll 
transactions  are  posted  to  SBAS  on  a  biweekly  basis  through  computer- 
generated  documents  from  Central  Payroll  Division  records  to  the  SBAS.   The 
Department  of  Administration  is  responsible  for  the  SBAS.   The  two  systems 
are  not  entirely  compatible. 

The  Statewide  Budgeting  and  Accounting  System  permits  cost  accounting  for 
up  to  five  levels  within  a  program.   Many  large  agencies  and  institutions 
require  all  five  levels  in  order  to  provide  adequate  cost  information  to 
various  levels  of  management.   The  Central  Payroll  System  allows  for  only 
three  cost  or  subprogram  levels  within  an  agency.   Those  agencies  using  the 
fourth  or  fifth  program  levels  must  prepare  a  journal  voucher  to  post  this 
information. 
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The  Central  Payroll  System  also  does  not  provide  for  posting  changes 
to  a  subsidiary  ledger.   These  ledgers  provide  detail  of  information  in 
certain  general  ledger  accounts.   Currently,  payroll  transactions  must  be 
processed  through  a  special  program  to  add  subsidiary  detail  numbers. 
In  order  to  make  the  two  systems  more  compatible,  the  Central  Payroll 
DiN/^ision  should  expand  the  capability  of  the  system  to  permit  use  of  five 
levels  within  a  program  and  add  the  capability  of  using  subsidiary  detail 
numbers. 

Recommendation 

We  recommend  that  the  Central  Payroll  Division  modify  the  payroll  system 

to  make  it  more  compatible  with  the  Statewide  Budgeting  and  Accounting 

System. 

Examination  of  Recommendation 

We  discussed  this  recommendation  with  the  Director  of  the  Central  Payroll 

Division.   Our  findings  are  summarized  as  follows: 

1.  The  new  SBAS  system  implemented  July  1,  1978,  has  replaced  programs 
with  restructured  responsibility  centers.   The  new  system  is  capable 
of  providing  adequate  cost  information  for  up  to  30  responsibility 
centers. 

2.  Capability  to  post  changes  to  a  subsidiary  ledger  was  implemented 
with  the  new  SBAS  system  on  July  1,  1978. 
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AUDITED  FINANCIAL  STATEMENTS 


Ernst  &  Ernst 

1800  One  Washington  Plaza  •  Tacoma,  Washington  98402  •  Phone  206/597-7500 


The  Legislative  Audit  Committee  of 

the  Montana  State  Legislature 
Helena,  Montana 

We  have  examined  the  balance  sheets  of  the  several  funds  of  the  Office 
of  the  State  Auditor,  State  of  Montana,  as  of  June  30,  1978,  and  the 
related  statements  of  revenues,  expenditures,  encumbrances,  and  transfers, 
and  changes  in  fund  balances  for  the  year  then  ended.   Except  as 
explained  in  the  following  three  paragraphs,  our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

In  accordance  with  the  terms  of  our  engagement,  we  did  not  investigate 
the  beginning  fund  balance  of  the  Central  Payroll  Operating  Revolving  Fund. 
Accordingly,  we  do  not  express  an  opinion  on  the  balance  sheet  and  state- 
ment of  changes  in  fund  balance  of  the  Central  Payroll  Operating  Revolving 
Fund. 

Because  detailed  listings  of  the  balances  of  uncleared  collections  and 
stale-dated  warrants  are  not  maintained,  we  were  unable  to  obtain  sufficient 
evidence  to  express  an  opinion  regarding  the  Uncleared  Collections  Fund 
and  the  Stale-Dated  Warrant  Fund.   Accordingly,  we  do  not  express  an 
opinion  on  the  balance  sheets  of  the  aforementioned  funds. 

The  General  Warrant  and  Central  Payroll  Revolving  Funds  include  amounts  of 
transfers  and  disbursements  of  warrants  written  by  the  Office  of  the  State 
Auditor  on  behalf  of  other  state  agencies.   Expenditures  relating  to  these 
amounts  are  recorded  in  the  financial  statements  of  the  respective  agency. 
The  Office  of  the  State  Auditor  does  not  have  sufficient  accounting  controls 
over  these  funds  to  enable  us  to  express  an  opinion  on  the  financial  state- 
ments of  the  General  Warrant  Revolving  Fund  and  the  Central  Payroll  Revolving 
Fund,  and  accordingly,  we  do  not  express  an  opinion  on  them. 


E&E 
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Ernst  &  Ernst 


The  Legislative  Audit  Committee  of 
the  Montana  State  Legislature 


In  our  opinion,  the  accompanying  financial  statements  of  the  General  Fund, 
Police  Earmarked  Revenue  Fund,  Firemen's  Disability  Earmarked  Revenue  Fund 
and  the  Retired  Firemen  Pension  Adjustment  Fund  present  fairly  the 
financial  position  of  these  several  Funds  of  the  Office  of  the  State 
Auditor,  State  of  Montana,  at  June  30,  1978,  and  the  results  of  their 
operations  and  changes  in  fund  balances  for  the  year  then  ended,  in  con- 
formity with  generally  accepted  accounting  principles.   Furthermore,  it  is 
our  opinion  that  the  statement  of  revenues,  expenditures,  encumbrances, 
and  transfers  of  the  Central  Payroll  Operating  Revolving  Fund  and  the 
Forest  Reserve  Fund  present  fairly  the  results  of  their  operations  for  the 
year  ended  June  30,  1978. 


^iU*'*^  Y'^^^-'-o^ 


Tacoma,  Washington 
October  12,  1978 
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OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 

ALL  FUNDS 
BALANCE  SHEETS 

June  30,  1978 


ASSETS 

Cash  in  State  Treasury 

Amounts  due  for  payment  of  accrued  expendi- 
tures and  encumbrances  outstanding 
Due  from  Police  and  Firemen's  Earmarked 
Revenue  Funds 

TOTAL  ASSETS 


General 
Fund 

Police 

Earmarked 

Revenue 

Fund 

Firemen' s 

Disability 

Earmarked 

Revenue 

Fund 

Retired 

Firemen 

Pension 

Adjustment 

Fund 

State 

Auditor 

Uncleared 

Collections 

Fund 

Central 

Payroll 

Revolving 

Fund 

Central 

Payroll 

Operating 

Revolving 

Fund 

Stale- 
Dated 
Warrant 
Fund 

$    45,316 
493,454 

$  1,516,385 

$  1,200,842 

$   706,135 

$   109,116 

$10,214,004 

$    28,153 

$   493,573 

LIABILITIES,  ENCUMBRANCES  OUTSTANDING,  AND  FUND  BALANCES 
LIABILITIES 


$   538,770    $  1,516,385    $  1,200,842    $   706,135    $   109,116    $10,214,004    $ 28,153    $   493,573 


Vouchers  payable 

Accrued  expenses 

Due  to  local  police  and  firemen's  pension  funds 

Due  to  General  Fund 

Uncleared  collections 

Amounts  held  for  payment  of  payroll  warrants 

and  related  liabilities 
Amounts  held  for  payment  of  stale-dated  warrants 

TOTAL  LIABILITIES 

ENCUMBRANCES  OUTSTANDING 

FUND  BALANCES 
Appropriated 
Unappropriated 

TOTAL  FUND  BALANCES 


TOTAL  LIABILITIES,  ENCUMBRANCES 
OUTSTANDING,  AND  FUND  BALANCES 


4,930 
27,228 


493,454 


493,454 


$  1,219,180 
297,205 


32,158      1,516,385 
13.158 


$  1,004,593 
196,249 


1,200,842 


$   451,280 


451,280 


254,855 


254.855 


109,116 


109,116 


$10,214,004 


10,214,004 


$    28,153 
28,153 


$   493,573 
493,573 


$   538,770    $  1,516,385    $  1,200,842    $   706,135    $    109,116    $10,214,004    $    28.153    $   493.573 
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OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 

ALL  FUNDS 

STATEMENTS  OF  REVENUES,  EXPENDITURES,  ENCUMBRANCES,  AND  TRANSFERS 

For  the  Year  Ended  June  30,  1978 


Revenues  : 

Insurance  licenses,  fees, 

and  premium  taxes 
Investment  licenses 

and  fees 
United  States  Department 

of  Agriculture 
Interagency  revenue 

TOTAL  REVENUES 
Transfers  from  other  funds: 
Police  Earmarked  Revenue 

Fund 
General  Fund 

TOTAL  REVENUES  AND 
TRANSFERS 
Expenditures  and  encum- 
brances : 

Management  and  control 

Central  payroll 

Administrative  support 

Insurance 

Investment 

Local  police  pension 

funds 
Local  firemen's  pension 

funds 
Distributions  to 
counties 

TOTAL  EXPENDITURES 
AND  ENCUMBRANCES 

Transfers  to  other  agencies 
and  funds: 

Police  and  Firemen's 

Earmarked  Revenue  Fund 
State  Treasurer 
General  Fund 

TOTAL  TRANSFERS 

TOTAL  EXPENDITURES, 

ENCUMBRANCES,  AND  TRANSFERS 

EXCESS  OF  REVENUES 

AND  TRANSFERS  OVER 

EXPENDITURES, 

ENCUMBRANCES , 

AND  TRANSFERS 


General  Fund 


Estimated 

Revenues 

or 

Appropriations 


Police  Earmarked 
Revenue  Fund 
Estimated 
Revenues 

or 


Firemen's  Disability 
Earmarked  Revenue 

Fund 

Estimated 

Revenues 

or 


Retired  Firemen 
Pension  Adjustment 

Fund 

Estimated 

Revenues 

or 


Forest  Reserve 
Fund 


Estimated 

Revenues 

or 


Central  Payroll  Operating 

Revolving  Fund 

Estimated 

Revenues 

or 


Actual   Appropriations    Actual   Appropriations     Actual   Appropriations     Actual   Appropriations     Actual   Appropriations     Actual 


$12,800,000   $12,188,436 
130,000      211,916 


$   450,000   $   550,637 


286,256 
127,833 
133,382 
405,689 
83,867 


1,037,027 


2,400,000 
9,492,973 


$  3,500,000   $  9,428,380 


12,930,000    12,400,352 


180,820 


$  1,400,000   $  1,400,000   $  1,000,000   $  1,004,593 


12,930,000    12,581,172    1,400,000    1,400,000    1,000.000    1,004,593 


450,000 


450,000 


550,637    3,500,000    9,428,380 


550,637    3,500,000    9,428,380 


261,368 
111,528 
123,183 
400,107 
81,246 


809,204    1,219,180 


990,796    1,004,593      400,000      451,280 


3,500,000    9,428,380 


977,432 


2,404,593 
9,022,920 


809,204    1,219,180      990,796    1,004,593      400,000      451,280    3,500,000    9,428,380 


590,796 


180,820 


9,204 


11,892,973   11,427,513 


590,796 


180,820 


9,204 


12,930,000   12,404,945    1.400,000    1,400,000    1,000,000    1,004,593 


400,000 


451,280    3,500,000    9,428,380 


-0-   $   176,227   $ 


-0-   $ 


-0-   $    50,000  $    99,357   $_ 


-0-   $ 


75,000   $    77,617 


75,000 


75,000 


75,000 


75,000 


75,000 


-0-   $ 


77,617 


77,617 


75,000 


75,000 


75,000 


2,617 
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OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 

ALL  FUNDS 

STATEMENTS  OF  CHANGES  IN  FUND  BALANCES 

For  the  Year  Ended  June  30,  1978 


Firemen' s 

Retired 

Central 

Police 

Disability 

Firemen 

General 

Central 

Payroll 

Earmarked 

Earmarked 

Pension 

Warrant 

Payroll 

Operating 

General 

Revenue 

Revenue 

Adjustment 

Revolving 

Revolving 

Revolving 

Fund 

Fund 

Fund 

Fund 

Fund 

Fund 

Fund 

Balances  June  30,  1977  as  previously  reported 

Adjustments  and  reclassifications  of  previous 
financial  statements — Note  E 

Balances  June  30,  1977  as  restated 

Add: 

Excess  of  revenues  and  transfers  over 

expenditures,  encumbrances,  and  transfers 
for  the  year 
Transfers  from  other  state  agencies 


Deduct: 

Warrants  disbursed  on  behalf  of  state  agencies 

BALANCES  JUNE  30,  1978 


$    (211,216)    $    905,924    $   1,187,546    $    155,498 


528,443 


317,227 


176,227 


176,227 


$    493,454    $ 


(905,924)      (1,187,546) 
-0-  -0- 


-0- 


155,498 


99,357 


99,357 


-0- 


$    254,855 


-0-    $     (2,311)    $     25,536 


2,311 


556,914,045 
556,914,045 


556,914,045 
556,914,045 


-0- 


-0- 


160, 

,859 

,742 

160, 

,859 

.742 

160, 

,859, 

,742 

160. 

,859, 

,742 

$ 

-0- 

25,536 


2,617 


2,617 


28,153 
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NOTES  TO  FINANCIAL  STATEMENTS 


OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 


NOTE  A- -ORGANIZATION 


The  Office  of  the  State  Auditor  is  an  agency  of  the  State  of  Montana,   its 
operations  are  recorded  in  the  following  funds: 

General  Fund-:   The  General  Fund  is  an  appropriated  fund  used  to  account 
for  estimated  and  actual  revenues  received  from  license  fees  and  premium 
taxes  received  by  the  investment  and  insurance  divisions.   In  addition 
this  fund  is  used  to  account  for  the  appropriations  and  expenditures  of 
the  State  Auditor's  Office.   The  General  Fund  of  the  State  Auditor's 
Office  is  a  sub- entity  of  the  statewide  General  Fund.   The  General  Fund 
as  disclosed  in  the  financial  statements  represents  that  portion  of  the 
statewide  General  Fund  administered  by  the  State  Auditor's  Office.   At 
year  end,  any  remaining  cash  balance  in  the  General  Fund  is  transferred 
to  the  statewide  General  Fund  cash  balance. 

Police  Earmarked  Revenue  Fund:   The  Police  Earmarked  Revenue  Fund  is  an 
appropriated  fund  used  to  account  for  a  portion  of  revenues  from  certain 
insurance  premium  taxes  as  specified  by  statute.   Such  amounts  are  used 
to  make  payments  to  qualifying  cities  and  towns  for  local  police  retire- 
ment funds. 

Firemen's  Disability  Earmarked  Revenue  Fund:   The  Firemen's  Disability 
Earmarked  Revenue  Fund  is  an  appropriated  fund  used  to  account  for  revenues 
from  premium  taxes  on  specific  types  of  risk  insurance  sufficient  to  meet 
statutory  requirements.   Such  funds  are  used  to  make  payments  to  fire  depart- 
ment relief  associations  for  their  disability  and  pension  funds. 

Pension  Adjustment  for  Retired  Firemen  Fund:   The  Pension  Adjustment  for 
Retired  Firemen  Fund  is  an  appropriated  fund  established  January  1,  1976 
to  allow  every  fire  department  relief  association  to  pay  firemen  retired 
before  July  1,  1973  a  monthly  compensation  of  not  less  than  one  half  the 
regular  monthly  salary  paid  to  a  newly  confirmed  active  fireman  of  that 
city  or  town.   Revenue  for  this  fund  results  from  premium  taxes  on  fire 
risk  insurance  in  amounts  necessary  to  conform  to  provisions  of  the  estab- 
lishing statute.   Such  revenues  are  deposited  directly  into  this  fund 
under  the  terms  of  the  statute.   Any  excess  of  revenues  over  local  assist- 
ance expenditures  of  this  fund  are  added  to  the  fund  balance  by  statute  and 
do  not  revert  to  the  General  Fund  until  there  are  no  surviving  firemen  as 
defined  by  the  statute  eligible  for  benefits. 
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NOTES  TO  FINANCIAL  STATEMENTS  (CONTINUED) 

OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 


NOTE  A- -ORGANIZATION  (CONTINUED) 

State  Auditor  Uncleared  Collections  Fund:   The  State  Auditor  Uncleared 
Collections  Fund  is  a  nonappropriated  fund  used  to  account  for  all  revenues 
from  insurance  and  investment  licenses  and  fees,  and  insurance  premium  taxes, 
except  those  deposited  directly  to  the  Pension  Adjustment  for  Retired  Fire- 
men Fund.   Amounts  are  initially  deposited  in  this  account  until  officially 
receipted.   Balances  are  then  transferred  to  the  General  Fund.   The  State 
Auditor  makes  annual  estimates  of  the  amounts  due  police  and  fire  depart- 
ment relief  associations,  and  transfers  such  funds  as  may  be  required  from 
the  General  Fund  to  the  Police  and  Firemen's  Earmarked  Revenue  Accounts. 
The  remaining  balance  in  this  account  is  required  to  be  transferred  to  the 
General  Fund  at  fiscal  year  end. 

Forest  Reserve  Fund:   The  Forest  Reserve  Fund  is  a  nonappropriated  fund  used 
to  account  for  federal  grants  for  schools  and  roads  made  to  individual  coun- 
ties in  the  State  of  Montana  having  national  forests.   Amounts  are  distri- 
buted to  individual  counties  in  which  the  forest  is  located  on  a  prorated 
acreage  basis. 

Central  Payroll  Revolving  Fund:   The  Central  Payroll  Revolving  Fund  is  a 
nonappropriated  fund  used  to  account  for  payroll  and  employee  benefits 
paid  on  behalf  of  various  state  agencies.   Amounts  disbursed  from  this 
fund  are  obtained  from  transfers  from  the  various  state  agencies. 

Central  Payroll  Operating  Revolving  Fund:   The  Central  Payroll  Operating 
Revolving  Fund  is  an  appropriated  fund  used  to  account  for  revenue  and 
general  operating  expenses  of  the  central  payroll  system.   Revenues  for 
this  fund  are  obtained  from  service  charges  to  various  state  agencies. 

General  Warrant  Revolving  Fund:   The  General  Warrant  Revolving  Fund  is 
a  nonappropriated  fund  used  to  record  warrants  disbursed  on  behalf  of 
other  state  agencies  by  the  State  Auditors'  Office.   Amounts  of  cash  on 
deposit  with  the  State  Treasurer  to  cover  warrants  written  are  recorded 
in  the  Treasurer's  Cash  Accountability  Fund,  a  subsidiary  fund  of  the 
Department  of  Administration,  State  Treasurer,  the  administrative  agency 
of  Treasurer's  Cash  for  all  state  agencies.   Amounts  relating  to  approved 
appropriated  expenditures  are  transferred  from  various  state  agencies  to 
Treasurer's  Cash  Accountability  to  cover  warrants  written  by  the  State 
Auditor  on  behalf  of  the  agencies.   Cash  on  deposit  with  the  State  Treasurer 
and  the  corresponding  liability  for  outstanding  warrants  are  shown  on  the 
financial  statements  of  the  State  Treasurer. 
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NOTES  TO  FINANCIAL  STATEMENTS  (CONTINUED) 

OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 


NOTE  A- -ORGANIZATION  (CONTINUED) 

Stale-Dated  Warrant  Fund:   The  Stale-Dated  Warrant  Fund  is  a  nonappropriated 
agency  fund  used  to  account  for  stale  warrants  that  are  outstanding  more 
than  one  year 

NOTE  B-- SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  accounting  policies  of  the  Office  of  the  State  Auditor,  State  of 
Montana,  conform  to  generally  accepted  accounting  principles  as  appli- 
cable to  governmental  units.   The  following  is  a  summary  of  significant 
policies : 

Bases  of  Accounting:   The  State  of  Montana  utilizes  the  modified  accrual 
basis  of  accounting.   Revenues  are  recorded  as  received  in  cash  except 
for: 

1.  Revenues  susceptible  to  accrual. 

2.  Revenues  of  a  material  amount  that  have  not  been  received 
at  the  normal  time  of  receipt. 

Expenditures  are  recorded  on  an  accrual  basis,  that  is  ,  at  the  time  a 
valid  obligation  against  an  appropriation  is  incurred.   All  such  obliga- 
tions are  accrued  at  June  30,  1978  in  accordance  with  Montana  Operations 
Manual  2-0240.40. 

General  Fixed  Assets:  General  fixed  assets  purchases  are  recorded  as 
expenditures  in  the  various  funds  at  the  time  of  purchase.  There  are 
no  accounting  controls  for  the  general  fixed  asset  group  of  accounts, 
and  depreciation  is  not  provided  on  general  fixed  assets. 


NOTE  C-- RETIREMENT  PLAN 

The  State  Auditors  employees  are  covered  by  the  Public  Employees'  Retire- 
ment System  (PERS),  a  contributory  plan  under  which  the  State  contributes 
5.957o  of  an  employees  gross  wages  and  the  employee  contributes  67o  of  his 
gross  wages.   It  is  the  State's  policy  to  fund  pension  costs  accrued. 
Pension  expenditures  for  the  year  ended  June  30,  1978  for  the  Office  of 
the  State  Auditor  amounted  to  $35,138. 
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NOTES  TO  FINANCIAL  STATEMENTS  (CONTINUED) 

OFFICE  OF  THE  STATE  AUDITOR 
STATE  OF  MONTANA 


NOTE  D— VACATION  AND  SICK  PAY 

Liabilities  relating  to  vacation  and  sick  pay  are  not  accrued;  amounts  are 
recorded  as  expenditures  when  paid.   Employees  are  allowed  to  accumulate 
and  carry  over  into  a  new  calendar  year  a  maximum  of  two  times  their  annual 
accumulation  of  vacation.   Upon  termination,  qualifying  employees  receive 
lOOTo  of  unused  accumulated  vacation  and  25%  of  unused  accumulated  sick 
leave. 

At  June  30,  1978,  the  amount  of  the  liability  for  unused,  accumulated 
vacation  and  sick  leave  was  approximately  $76,000. 


NOTE  E--CHANGES  IN  FUND  BAIANCES  AS  PREVIOUSLY  REPORTED 

In  order  to  properly  reflect  the  financial  statements  of  the  Office 
of  the  State  Auditor,  several  adjustments  and  reclassifications  were 
made  to  various  fund  balances  of  the  agency  as  previously  reported  at 
June  30,  1977,  as  follows: 


General 
Fund 


Firemen' s 
Police       Disability  Central 
Earmarked     Earmarked   Payroll 
Revenue       Revenue   Revolving 
Fund     Fund Fund 


To  record  balance  of 
reserve  for  reverted 
appropriations  in  fund 
balance 


$147,460   $  4,502 


3,080 


Amount  due  from  Police  Ear- 
marked Revenue  Fund  (due 
to  General  Fund) 


116,385    (116,385) 


Amount  due  from  Firemen's 
Disability  Earmarked 
Revenue  Fund  (due  to 
General  Fund) 


200,842 


(200,842) 


Local  assistance  expen- 
ditures relating  to 
fiscal  1977  disbursed  ir 
1978  and  not  accrued  at 
June  30,  1977 


(794,041) 


(989,784) 


Amounts  due  for  payment  of 
accrued  expenditures  and 
encumbrances  outstanding 


63,756 


Correction  of  error  in 
recording  of  stale-dated 
warrants 


$  2,311 


$528,443   ($905,924)  ($1,187,546)   $  2,311 
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MORRIS  L    BRUSETT 
LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


i§tiitt  uf  tht  ^t^hlnii^t  ^nititixx 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3I22 


October  1978 


DEPUTY  LEGISLATIVE  AUDITORS: 
JOSEPH  J.  CALNAN 


ELLEN  FEAVER 


STAFF  LEGAL  COUNSEL 
JOHN  W.    NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  State 
Auditor's  Office  for  the  year  ended  June  30,  1978. 

The  audit  was  conducted  by  Ernst  and  Ernst,  Certified  Public 
Accountants,  under  a  contract  between  the  firm  and  our  office.   The 
comments  and  recommendations  contained  in  this  report  represent  the 
views  of  the  firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


OFFICE   OF 

E.  V.  "SONNY"  OMHOLT 

STATE  AUDITOR 

COMMISSIONER  OF    INSURANCE 
INVESTMENT  COMMISSIONER 
CENTRAL  PAYROLL   SYSTEM 


Helena, Montana  59601 


October  20,  1978 


Ernst  &  Ernst 

1800  One  Washington  Plaza 

Tacoma,  Washington     98402 


Re:   Audit  of  Montana  State  Auditor 
Gentlemen: 

Forwarded  herewith  are  my  comments  to  the  recommendations 
you  made  during  the  most  recent  audit  of  my  office. 

I  wish  to  take  this  opportunity  to  thank  all  the  persons 
who  took  part  looking  into  the  financial  records  of  the 
Montana  State  Auditor.   We  appreciate  the  help  you  have 
given  by  pointing  out  the  needs  in  some  areas  to  make 
a  smoother  operation.   Your  recommendations  will  prove 
helpful. 

We  all  look  forward  to  seeing  you  again  soon. 
Sincerely , 

E.  V.  "SONNY"  OMHOLT 
State  Auditor  &^x  Officio 
Commissioner  of  Insurance 
Investment  Commissioner 
Director,  Central  Payroll  System 


EVO : eh 
End. 


THE  INSURANCE  AND  INVESTMENT  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 
THE  CITIZENS  OF  MONTANA.     USE  THEM! 


WARRANT  PROCESSING  AND  WRITING  PROCEDURES 
Physical  Controls  over  Warrants 
Recommendations 

1.  We  recommend  that  the  State  Auditor  initiate  a  policy 
to  require  periodic  physical  counts  of  all  types  of 
blank  stock  warrants.   The  count  should  be  performed 
by  supervisory  personnel  and  should  be  reconciled  to 
the  amounts  recorded  on  the  register. 

2.  We  recommend  that  the  State  Auditor  establish  a 
register  to  maintain  accountability  for  all  un- 
numbered replacement  warrants  from  the  time  they 
are  received  until  blank  stock  numbers  are 
assigned. 

3.  We  recommend  that  the  State  Auditor  restrict  access 
to  the  key  locker  which  contains  both  keys  needed 

to  open  the  vault  containing  unusued  warrants  and  keys 
to  the  storage  cabinet  for  the  check  signing  machine. 

4.  We  recommend  that  undistributed  printed  warrants  be 
moved  to  a  secure  area  if  an  employee  does  not  have 
them  under  his  controls 

Comment  s 

1.  Policies  will  be  established  to  add  physical  counts 
to  all  types  of  warrant  stock. 

2.  The  office  has  already  checked  into  the  possibilities 
of  pre-printed  numbers  for  blank  stock.   When  these 
warrants  are  received  a  physical  count  will  be 

made  ,  also . 

3.  State  Auditor  can  restrict  area  where  keys  are  kept. 

4.  Areas  can  be  made  more  secure  where  employees  have 
to  work  or  written  warrants  are  to  be  distributed. 

WARRANT  DISTRIBUTION  PROCEDURES 

Recommendations 

To  improve  control  over  the  distribution  of  warrants 
written  and  to  reduce  the  possibility  of  unauthorized 
persons  handling  them,  we  recommend  the  following: 

1.  Each  agency's  signature  file  should  contain  a  current 
list  of  authorized  persons  and  their  signatures. 

2.  All  warrants  listed  in  the  log  should  be  accounted  for  — 


either  mailed  or  signed  for. 

2.   Only  persons  authorized  to  do  so  should  be  allowed  to 
sign  for  warrants,  and  they  should  sign  their  name, 
not  print  it  or  use  initials. 

Comments 

1.  A  full  signature  can  be  and  will  be  obtained  for 
all  warrants  picked  up. 

2.  Good  idea  --  warrants  can  be  kept  accounted  for 
on  log  and  dated. 

3.  Complete  signatures  will  be  required. 


CHECK  SIGNING  MACHINE  AND  BLANK  WARRANTS 
Recommendations 

1.  We  recommend  that  the  counter  be  kept  functional 
so  as  to  produce  accurate  and  reliable  control 
totals  for  warrants  signed.   We  also  recommend 
that  these  control  totals  be  periodically 
checked  against  warrant  register  runs  for 
validity  by  supervisory  personnel  . 

2.  We  recommend  that  individual  j  ob  descriptions 
be  realligned  to  segregate  access  to  blank 
warrants  and  the  check  signing  machine. 

Comment  s 

1.  A  physical  count  is  made  prior  to  machine  run  — 
then  verified  after  signing  and  before  distribution 
of  warrants  for  each  run  processed.   At  least 
another  person  does  verify  —  could  be  supervisor. 

2.  This  would  require  additional  personnel. 


REPLACEMENT  WARRANTS  AND  EMERGENCY  WARRANTS 
Recommendat  ions 
We  recommend  t  hat  the  Auditor's  Office: 

1.  Continue  to  record  the  replacement  date  and 
payee  for  all  kinds  of  warrant  s  . 

2.  Record  the  warrart  number  of  the  original  warrant  . 

3.  Carefully  record  the  information  listed  on  emergency 
warrants  in  the  emergency  warrart  register. 


Comments 

1 .  Agreed . 

2.  This  will  be  initiated. 

3.  This  procedure  will  be  carefully  watched. 

CASHED  WARRANTS 

Recommendat  ions 

1.  We  recommend  that  "cashed"  warrants  be  examined  for 
endorsemert  and  compared  t  o  t  he  warrant  register  on 

a  periodic  test  basis.   Initiation  of  such  procedures 
would  improve  irternal  controls  over  cashed  warrart  s  . 

2.  We  recommend  that  accourting  source  documerts  be 
approved  by  employees  who  are  properly  instructed 
in  their  function.   Furthermore,  these  should  be 
reviewed  and  approved  by  depart  me  rt  supervisors. 

Comment  s 

1.  This  office  has  no  control  over  endorsements. 
Warrants  are  computer  matched  with  source  tapes 
when  they  are  returned  for  payment. 

2.  This  can  be  accomplished. 

WARRANT  CANCELLATION  NOTICES 

Recommendat  ion 

We  recommend  t  hat  warrant  cancellations  and  other 
source  documentation  be  maintained  in  an  orderly 
manner . 

Comment 

This  will  be  done. 

HELD  WARRANTS 

We    noted  that    two  warrants   payable  t  o  t  he   U.    S.    Postmaster 
dated   June    27,    1978,    and   June    30,    1978,    respectively,    were 
uncashed   and   being   held   by  the   Auditor's   office   as   of 
August     10,    1978. 


Comment 

Postage  always  increases  after  budgets  are  built  and 
approved.   This  was  an  unusual  year  --  warrants  were 
not  processed  by  the  Department  of  Administration  on 
the  usual  timely  basis  --  if  the  warrants  had  been 
processed  and  printed  the  postage  surely  would  have 
been  used . 


CASH  DISBURSEMENTS 

Recomitte  ndat  ion 

We   recommend  that     individuals   authorized  to   approve 
payroll   and/or   agency   expenditures   be   reviewed   and 
the    number   of   authorized    signers   reduced.      Authorized 
signers    should   be    limited  to    supervisory   personnel. 

Comment 


This  suggestion  will  be  reviewed.   There  are  five 
divisions  within  the  State  Auditor's  office  --  each 
of  which  has  a  unique  function.   Therefore,  we  believe 
it  is  reasonable  that  each  division  administrator  and 
assistant  administrator  --  along  with  key  supervisory 
personnel  —  be  authorized  to  sign  documents  so  that 
department  business  can  be  conducted  in  a  timely  and 
efficient  manner  with  concern  for  internal  control 
procedures . 


RECEIPT  OF  MERCHANDISE  AND  APPROVAL  OF  CONTRACTED  SERVICES 
Recommendations 

1.  We  recommend  that  the  State  Auditor's  office 
establish  a  formal  policy  to  record  the  receipt  of 
merchandise.   Such  a  policy  could  consist  of  either 
preparing  a  regular  receiving  report  form  or  ensur- 
ing that  each  copy  of  invoices  and  packing  slips  are 
marked  "RECEIVED",  initialed,  and  dated. 

2.  We  recommend  that  invoices  for  services  performed  be 
initialed  by  a  person  from  the  State  Auditor's  office 
This  person  should  be  familiar  with  the  service  ren- 
dered, as  the  initials  will  indicate  that  the  service 
was  performed  satisfactorily. 

COMMENTS 

1.  Shipping  tickets  are  dated  and  initaled  as  items  are 
checked  in  —  any  damage  also  noted. 

2.  Contracted  Services  /  Services  Rendered  /  Maintenance 
are  all  signed  by  the  individual  users  --  other  items 
are  made  good  prior  to  acceptance  for  payments. 


FILE  COPIES  OF  DISBURSEMENT  —  RELATED  FORMS 

Recommendation 

We  recommend  that  file  copies  of  the  documents  listed 
above  not  be  separated  from  the  originals  until  after 
the  authorized  signature  is  obtained. 

COMMENTS 

1.   Suspense  copy  can  be  signed. 

POLICE  AND  FIREMEN'S  DISTRIBUTION  TO  CITIES  AND  TOWNS 

Recommendations 

We  recommend  the  following  regarding  policy  and  firemen's 
pension  funds: 

1.   The  State  Auditor's  office  should  recommend  to  the 

Legislature  information  received  from  city  treasurers 
be  periodically  audited  in  order  to  insure  their 
propriety. 


2.  Pension  fund  information  relating  to  local  distri- 
butions be  maintained  in  a  systematic  and  orderly 
manner  at  all  times. 

3.  The  State  Auditor's  office  should  maintain  respon- 
sibility for  gathering  financial  data  from  munici- 
palities for  the  purpose  of  making  local  pension 
distributions . 

4.  All  amounts  in  the  police  and  firemen's  pension 
funds  not  transferred  to  local  municipal  pension 
funds  revert  to  the  general  fund  at  fiscal  year 
end  in  accordance  with  RCM,  Section  11-1920. 

Comments 


1.  Section  11-1829  Police  Fund 
Section  11-1914  Firemen's  Fund 

Para  1,  Line  5. ...All  figures  are  certified  -- 
there  is  no  statutory  provision  that  they  be 
audited  --  let  alone  the  staff  to  do  it  by  this 
depar tment ....  these  figures  should  be  audited  by 
the  municipal  examiners. 

The  assessed  valuations  were  compared  and  checked 
for  1976  and  1977  and  all  distributions  have  been 
reviewed  for  reasonableness  for  the  last  three 
years . 

2.  Para.  1,  Line  6. ...Not  sure  what  they  are  referring 
to  but  it  looks  simply  like  the  1978  documents  were 
not  filed  —  This  can  and  will  be  done. 

3.  Para.  2,  Line  1.... There  is  no  confusion  as  far  as 
we  are  concerned  ....  We  collect  the  data  and  make 
the  computations,  but  it  can  be  supplied  by  the 
Department  of  Administration  (P.E.R.D.)  for  what 
they  have  to  do.   This  office  should  receive  all 
the  data  from  the  cities  and  towns  —  then  it  can 
be  sent  to  other  areas. 

4.  Some  late  information  received  from  city  treasurers 
makes  it  almost  impossible  to  adjust  funds  or  ex- 
perience just  how  much  will  be  needed. 


FIXED  ASSETS 

Recommendab  ions 

1.  We  recommend  that  the  agency  take  an  annual  physical 
inventory  in  compliance  with  Managemert  Memo  70-17, 
and  dat  e  and  initial  the  invert  ory  on  the  individual 
fixed  asset  invertory  cards. 

2.  We  recommend  that  any  "loans"  of  fixed  asset  items 
be  properly  authorized,  and,  if  in  essence  they 
constitute  transfers,  that  the  appropriate  proce- 
dures be  taken  to  transfer  the  fixed  asset  t  o  t  he 

Agency  . 

Comment  s 

1 .  Being  done . 

2.  Please  explain. 


ORGANIZATION 

Recomme  ndat  ion 

We   recommend  that    the    State   Auditor   review   its   organization 
structure    for    fiscal   managemert    and   administrative    support 
and   review   its   organizational    chart    and   duties    as    necessary 

Comment  s 

Organizational  charts  are  detailed  as  spelled  out  in  the 
Reorganization  Plan  and  by  rule  making  Administrative 
manual . 

Review  is  a  good  idea. 


CENTRAL  PAYROLL  REVOLVING  ACCOUNT 

Recommendab  ion 

We  recommend  t  hat  Central  Payroll  assume  responsibility 
for  monthly  reconciliations  of  transfers  t  o  t  he  Central 
Payroll  Revolving  Accourt  to  payrolls  paid  in  the 
same  periods  . 

Comment 

We  concur  in  this  recommendation. 


UNCLEARED    COLLECTIONS    ACCOUNTS:       05  226 
Recommendafc  ions 

1.  We    recommend  that   the   State   Auditor's   office    follow 
the   SBAS   guidelines   by  making  monthly  t ransfers 
between  the   Uncleared   Collections   Accourting   Entity 
to  the   General   Fund.      The   balance    in  the   accourt    at 
year   end   should   be  transferred  to   Revenue   Control 
Accounts   on  the   post -closing   financial    reports    in 
accordance   with   Managemert    Memo    2-78-4. 

2.  The   balance    in  the   Uncleared   Collections   Account 

at    month  end   should   be   reconciled  to  total   unreceipted 
collections   at    month   end    in  order  to    improve    internal 
cort  rol   over   unreceipted   collections. 

Comment  s 

1.  Uncleared  collections  cannot  have  a  zero  balance 
at  the  end  of  the  fiscal  year.   Money  must  be 
there  for  unreceipted  money  to  make  refunds. 

2.  Reconciled  each  month  end.   Check  on  deposits  is 
made  each  month. 

Good  suggestion.   Guide  lines  can  be  established 
and  put  into  practice  with  additional  FTE  . 


STALE  DATED  WARRANT  ACCOUNT 

Recomme  ndat  ion 

The  State  Auditor's  office  request  the  Department  of 
Administ  rat  ion  t  o  develop  a  month-end  stale  dated 
warraits  outstanding  listing  each  month. 

Comment  s 

Good  idea  -  but  unnecessarily  costly. 


INSURANCE  DEPARTMENT 
Recoinmendations 

1.  We  recommend  that  the  Insurance  Division  retain 
insurance  agent  examination  answer  sheets  for  a 
specified  period  of  time  for  possible  review. 

2.  We  recommend  that  the  Auditor's  Office  should 
request  the  additional  funds  necessary  to  complete 
the  remodeling  to  secure  insurance  agent  files. 

3.  We  recommend  that  the  Insurance  Division  personnel 
who  handle  policy  forms  and  amendments  file  policy 
amendments  in  such  a  manner  that  they  can  be  located. 

4.  To  improve  cross  referencing,  we  recommend  that  when 
an  agent  renewal  payment  is  received  from  a  large 
company  for  one  of  its  subsidiaries,  the  name  of  the 
subsidiary  company  should  be  written  on  the  receipt 
notice . 

COMMENTS 

1.  Insurance  agents'  exams  are  retained  for  one  month 
prior  to  destruction.   This  should  be  sufficient 
for  possible  review,  as  results  of  examination  are 
sent  out  no  later  than  the  following  day.   Examinee 
is  eligible  to  retake  examination  after  two  weeks. 

2.  Department  of  Administration  is  responsible  for 
remodeling  and  it  is  out  of  our  hands.   We  have  been 
endeavoring  to  have  the  work  completed  since  moving 

in  last  March.   Apparently  the  doors  must  be  specially 
constructed  and  are  not  available  as  of  this  date. 
Lektrievers   and   files  are  locked  every  night  and  we 
have  urged  the  Department  of  Administration  to  every 
extent  possible. 

3.  To  the  best  of  our  knowledge  there  were  not  any 
instances  where  staff  could  not  locate  the  filings 
represented  by  receipts.   There  may  be  an  isolated 
instance  where  form  may  have  been  misfiled.   All 
forms  are  recorded  on  company  cards. 

4.  The  general  practice  has  been  to  issue  the  receipt 
in  the  name  of  the  company  remitting  the  fee.   Many 
times,  in  a  large  group,  the  fee  would  represent 
renewal  payments  for  a  number  of  subsidiaries. 

This  recommendation  will  be  taken  under  consideration. 


INSURANCE  AGENT  LICENSING  PROCEDURES 
Recommendations 

1.  Implement  for  additional  life  insurance  agent 
licenses  the  appointment  of  agent  process  used 
for  casualty  agents. 

2.  Institute  a  fee  schedule  for  life  insurance  agent 
licensing  that  approximates  the  cost  of  processing 
the  application. 

3.  Make  an  additional  copy  of  all  original  licenses 
issued  and  file  that  copy  in  the  agent's  file. 

COMMENTS 

1.  We  have  already  drafted  proposed  legislation  which 
would  implement  like  procedures  for  life  and  property 
and  casualty  agents. 

2.  We  have  already  drafted  proposed  legislation  amending 
license  fees. 

3.  We  are  of  the  opinion  that  duplicating  records,  by 
retaining  a  copy  of  the  license  in  the  agent's  file, 
would  serve  no  useful  purpose.   Copies  are  readily 
available.   That  number  is  kept  in  the  agent's  file. 


CRITERIA  FOR  LISTING  PEOPLE  IN  THE  FLAG  FILE 

Recommendations 

We  recommend  that  the  insurance  department  develop 
written  criteria  for  listing  agents  in  the  flag  file, 
for  removing  flags,  and  for  licensing  agents  listed  in 
the  flag  file. 

COMMENTS 

1.   Although,  as  a  general  rule,  individuals  are  flagged 
for  violations  of  our  insurance  laws,  there  are  in- 
stances when  we  take  precautionary  measures  to  flag 
a  file  for  careful  review  before  issuance  of  a  license. 
Memorandums  will  be  placed  in  the  file,  explaining  the 
reason.   However,  inasmuch  as  this  is  at  the  discretion 
of  the  Chief  Deputy,  or  the  Commissioner,  and  there  are 
many  reasons  why  a  file  may  be  flagged,  it  would  serve 
no  useful  purpose  to  have  written  criteria  before-the- 
fact. 


INVESTMENT  DEPARTMENT 

Security  Salesmen  and  Broker-Dealer  Licensing  Procedures 
Recommendations 

1.  We  recommend  that  the  Investment  Department  develop 
standard  forms  to  document  the  review  process  for 
security  salesmen  and  broker-dealers. 

2.  We  recommend  that  the  Investment  Department  follow 
its  established  procedure  and  stamp  security  issues 
applications  with  the  receipt. 

3.  To  make  each  salesman's  file  complete,  the  Department 
should  issue  the  original  license  in  triplicate  and 
file  the  third  copy  in  the  salesman's  file. 

4.  The  numerically  sequenced  license  files  should  be 
filed  in  such  a  manner  that  older  licenses  can  be 
located. 

5.  We  recommend  that  financial  statements  submitted  for 
renewal  of  broker-dealer  licensing  be  certified  by  an 
appropriate  executive  official  or  by  a  certified 
public  accountant. 

6.  We  recommend  that  the  original  license  issued  to  a 
broker-dealer  be  maintained  permanently  on  file  as 
documentation  for  the  propriety  of  license  renewal. 

Comment 


1.  The  Department  needs  further  explanation.   Broker- 
dealer  and  salesmen  files  do  contain  a  formalized 
document  (check  list)  for  the  review  process. 

2.  The  Department  established  this  procedure  the  last 
week  in  June  1978. 

3.  The  Department  feels  that  compliance  with  this 
recommendation  would  be  unnecessary  and  would 
create  the  need  for  additional  funding  and  FTE 
hour  s  • 

4.  Further  explanation  is  necessary.   The  Department 
presently  files  copies  of  the  salesman  licenses 
in  their  numerical  sequence. 

5.  The  statements  are  provided  for  on  all  broker- 

dealer  renewal  applications.   This  is  the 

practice  and  has  been  a  practice  of  this  Department 

for  several  years. 


The  Department  needs  further  explanation.   The  renewal 
of  a  registration  is  not  based  upon  the  original 
license,  but  rather  upon  those  events  in  a  broker- 
dealer's  existence  which  have  taken  place  during 
the  preceding  registration  period. 


Securities  Registration 

Recommendation 

We  recommend  that  the  "yellow  sheet"  be  formalized  and 
pre-printed  with  headings  outlining  necessary  information 
for  the  securities  issuer  applications. 

Comment 

The  "yellow  sheet"  is  not  used  as  a  formal  check  list 
pursuant  to  registration.   The  application  and  its 
exhibits  are  used  as  a  check  list  outlining  necessary 
information  for  registration.   To  comply  with  this 
recommendation  would  be  duplication  and  require 
additional  funding. 


